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NEW ZEALAND: KEY ECONOMIC INDICATORS 


Al Bi 
Year Ended 31 March (Year) (Year) 
1980 1981 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at current prices 20908 23970 

GDP at constant 1965/66 prices 5685 5800 

Per Capita GDP, Current prices ($) 6640 7585 

Plant & Bguipment Investment 1212 1435 
(Private Sector Only) 

Private Income (Disposable) 15188 17635 

Indices: (2 
Average labor productivity (>) ($) 4586 4705 
Average industrial wage(4) ($) 168 200 
Labor Force(>) (000) 1265 1270 
Registered unemployed (000) 25.0 41.0 
% of Labor Force 2.0 3.2 


MONEY AND PRICES 


Money Supply (M1) 2147 2440 » 2810 
Commercial Bank Overdraft 
Interest Rate (%) 10575 1295 14.50 
Indices: 
Consumers' Price Index (®) 1257 1465 1670 
General Price Index(/) 1335 1610 s 1870 
Retail Sales (8) 3321 3305 ; 3385 
Retail Sales Deflator (9) 2072 2455 : 2850 


BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exchange Reserves (10) 865 695 700 
External Public Debt (11) 408 4600 4900 
Annual Debt Service(11) 304 331 350 
Current Account Balance(12) -ogr -482 -715 -1200 
-BOP -781 -770 -1250 

Balance of Trade(12) -OET +807 +768 +500 
-BOP +382 +494 +402 

Exports (FOB) 5152 6075 7500 
U.S. Share (%) 15.5 14 14 
Imports (CIF) 4538 5575 7110 
U.S. Share(13) (¢) 14 14 17 


All data represent the average for the particular March year unless other- 
wise specified. See explanatory notes. Money values in this table are in 
New Zealand $Millions, except where noted. 


Average Exchange Rate for Year ended 31 March: 
1980 $NZ 1.00 = $US 1.0136 
1981 $NZ 1.00 = $US 0.9767 
1982 $NZ 1.00 = $US 0.8451 





EXPLANATORY NOTES: 


1. 


The percentage change estimate in Column Cl has been 
rounded to the nearest .5 percent, as this is the 
convention applied in Quarterly Predictions from which 
several of the estimates are derived. 


No industrial production index is available. 


Measured as real GDP per employed labor force member, in 
1965/66 prices. 


Average weekly wage (ordinary time plus overtime earnings) 
- average for the year. 


Includes registered unemployed. 

Base period December Quarter 1977 (= 1000). 

Measures the level of prices paid for inputs of goods ana 
services (excluding labor) by all industries in the 


economy. Base December Quarter 1977 (=1000). 


Real retail sales i.e. measured in constant December 
Quarter 1974 prices. 


Base December Quarter 1974 (=1000). 


N.z.'s official overseas reserves, average as at end of 
each month. 


Government plus Reserve Bank external debt and debt 
servicing. 


OET is the balance on overseas exchange transactions as 
measured by the Reserve Bank of New Zealand. This measures 
cash flows only. 


BOP is the external balance as measured by the Department 
of Statistics and uses the accrual method. 


Estimates of the U.S. share of total N.Z. imports measured 
according to the c.d.v. method of valuation. 
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SUMMARY 1 


The New Zealand economy turned in a fair if mixed performance in 1981. 
Business was buoyant, and national output showed its first real gain in 
years. 


This growth was achieved however at the price of New Zealand living beyond 
its means, at home and abroad. Both foreign and domestic deficits 
deepened. High inflation declined only marginally, while unemployment 
worsened: the so-called misery index therefore went up. All in all, 1981 
was better than some years, but not one of distinction. 


The short-term economic outlook for 1982 is not particularly bright. The 
most basic of New Zealand's industries, agriculture, has been hit by escala- 
ting costs and drought; manufacturers are expecting a decline in demand; 
consumer and investor confidence is weakening; more labour unrest is 
probable. Fiscal and monetary policy are contractionary. A substantial 
deterioration of the current account is also forecast, as world economic 
conditions continue to frustrate hopes of an export-led economic upturn. 
Inflation is expected to remain high, and the slowdown in real growth has 
unhappy implications for employment. Discussions with Australia, with a 
view to developing closer economic ties between the two countries, are 
stalled. 


What then is the good news? Most forecasters see growth picking up again in 
1983 when the economies of the industrialized countries have recovered ... 
but only modestly. For the somewhat longer term, New Zealand's economic 
Situation seems more promising: New Zealand is essentially a country on 
which Dame Fortune has smiled. As the major energy projects are completed, 
world demand for New Zealand's food, forests, and other primary based 
products should also pick up. Over the long term, New Zealand has what the 
world needs. Given good economic management and a reasonable international 
economic environment, New Zealand should do better than many countries in 
the years ahead. 


PART A: CURRENT ECONOMIC SITUATION AND TRENDS 





GROSS DOMESTIC PRODUCT 


New Zealand's real GDP grew by an estimated 3 percent in the 1981/82 March 
year, after 5 years of virtually static production. This growth can be 
attributed largely to two factors: (1) expansionary fiscal and monetary 
policy in 1981, an election year, and (2) strong growth in fixed 
investment. With the continuation of international recession and with 
deflationary domestic policies being reimposed in 1982, New Zealand's 








1/note: Figures in the text are in New Zealand dollars, unless otherwise 
indicated. $NZ = US$ 0.78 as of March 1, 1982. 
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economic growth is expected to slacken once again; an increase of onlyl 
percent is widely forecast for the 1982/83 March year. The main factor 
underpinning this modest rate of economic growth is a continued expansion of 
investment. 


PRODUCTION 


Agricultural production during 1982 is expected to be 1 to 2 percent 
lower than the 1981 output. Summer drought conditions are expected to 
reduce milk and fruit production from earlier estimates and may cause lower 
average slaughter weight for lambs. Total grain production is expected to 
be up due to larger areas of barley and corn, but wheat production will be 
down. 


Total meat production will be about the same as in 1980/81, but beef is 
expected to decline slightly--l to 2 percent--due to fewer animals slaught- 
ered. Wool production is not expected to reach last year's record and may 
be about 365,000 metric tons. 


Export prices for products other than dairy have been disappointing, 
especially for wool, sheepmeats, and beef. Dairy product prices were very 
good in 1981 and are expected to remain so for 1982. 


Estimate for Major Agricultural Export Earnings 


19g0 19811982 

Million N.Z. Dollars 

Meat 1,481 1,713 1,840 
Wool 996 980 1,100 
Butter 374 503 555 
Cheese 103 160 225 
Other Dairy 545 653 720 
Other Animal Products 401 398 475 


Source: Reserve Bank Statement 1980 and 1981 
1982 Embassy Estimate 


Some pickup is expected during 1982 in the world market for wool and animal 
skins. The declining value of the New Zealand dollar will add to the 
domestic earnings total. 


Inflation has continued to be the farmers' greatest problem and has further 
eroded net income which was up an estimated 5 percent while costs increased 
by 20 percent. 


There was an increasing dependence on subsidies in 1981/82: Farmers are 
expected to receive over $NZ400 million in "deficiency payments," i.e. 
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government transfers to counter low prices on wool, sheepmeat, and beet 
during 1981/82. Dairy farmers have not received any payments and are not 
expected to receive any during 1982. 


The manufacturing sector enjoyed a recovery in 1981/82 with sales volume up 
nearly 10 percent. Big ticket items, intangibles and consumers' durables, 
were particularly strong. A slow and shallow downturn in output is 
expected in 1982/83 however as credit conditions tighten. 


THE BUSINESS/INVESTMENT CLIMATE 


The year 1981 saw a substantial rise in car sales, retail trade, and inhouse 
farm prices. The easy monetary policy held up share prices, and business 
profits were high. 


Recent opinion surveys suggest that despite the relative economic buoyancy 
of 1981, general business confidence is again easing. A slowdown in output 
and sales and continued high inflation are anticipated. Real investment is 
expected to continue at current levels, however, suggesting that although 
businesses expect a short-term slowdown, they may be more confident about 
longer term prospects. 


Some investors appear reluctant to make long-term commitments until 
uncertainties about the direction of import licensing policy and the closer 
economic relationship with Australia are resolved. 


Another factor influencing investment intentions is the Government's major 
projects program. With the victory of Prime Minister Muldoon's National 
Party in the November 1981 triannual general elections, the big projects 
have been confirmed as a major feature of New Zealand economic development. 


POPULATION AND LABOR 


In late 1981, the New Zealand Government released estimated figures from the 
1981 5-year census based on an initial analysis of a 10 percent sample of 
the households surveyed in the census. These figures indicated that on 
census night, 1981, the population of New Zealand was 3,175,737--an increase 
of only 1.5 percent over the 1976 census figure. This increase was the 
lowest in both numerical and percentage terms for 100 years. 


Emmigration continued to decline. New Zealand experienced a net migration 
loss of over 18,000 persons in 1981 as opposed to a comparable loss of 
23,000 for 1980. 


The census results indicated a labor force of 1,331,210 with 1,270,350 
persons employed full time. 


Unemployment figures at the start of 1982 showed the number of jobless 
continues to rise. At the end of January, 50,700 people were registered as 
unemployed, and 37,800 more were employed in subsidized job creation 
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programs. Census figures released in November suggested that the actual 
unemployment level could be more than the number of registered 
unemployed--as much as 28 percent higher. This is, however, not as bad as 
some commentators had believed. Taking the census measure, the current 
unemployment rate is in the neighborhood of 5 percent. No significant 
reduction in unemployment is foreseen in 1982. 


Industrial relations were comparatively quiet over the last 6 months of 
1981, but many potentially serious issues remain. The Government, labor, 
and employers have renewed their tripartite wage talks. The Government has 
said it will legislate a wage-tax tradeoff, if one can't be negotiated. 
Major areas of dispute between employers and employees are the introduction 
of new technology and the question of redundancy (termination) payments. 


PRICES 


No significant change in the inflation rate, 15.6 percent, is anticipated in 
1982. Benefits from an anticipated slowing down in import prices are likely 
to be eroded by higher average wages and salaries. The inflationary effect 
of 1981's rapid rate of expansion of the money supply have been largely 
offset by an inccease in the current account deficit, higher than expected 
tax revenue, and a successful public debt operation. Barring a major 
wage-tax tradeoff, New Zealand's rate of inflation will therefore remain 
fairly static. In any case, it will remain well above the OECD average. 


GOVERNMENT POLICIES 


Fiscal Policy: Public expenditure in New Zealand moves in a fairly regular 
cycle of retrenchment and expansion. Fiscal 1981/82, an election year, was 
one of expansion: the government deficit rose to about $2.2 billion ($1.4 
billion in 1980/81). This year will be one of some fiscal stringency. For 
the 1982/83 budget, due in June, the Treasury has instructed all departments 
to cut expenditure by 3 percent. Nevertheless, the 1982/83 budget deficit 
will still be high--in the region of $2.5 billion. The budget is difficult 
to control because of the high percentage of welfare and social service 
expenditures, many of which are indexed. Support payments to the 
agricultural sector and the increasing cost of debt servicing are also 
important contributors to the growing budget deficit. 


The final report of a government committee examining the tax system is due 
in April. There is widespread agreement that the current tax system is 
inadequate and needs reform, but there is no clear concensus yet on what 
should be done. There is likely to be some move toward indirect taxes, with 
personal tax rates rolled back somewhat in order to counteract fiscal drag. 
The tax situation is complicated by the current tripartite discussions on a 
wage-tax tradeoff. 


Monetary Policy: The higher government deficit had been widely expected to 
lead to a large growth in the real money supply in 1981/82. In fact, how- 
ever, the expansion of the Ml and M3 aggregates has been relatively 
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modest given the inflation rate: Ml grew by 16 percent in 1981, and M3 by 
16.7 percent .2/Although private sector credit growth (up 27.3 percent) was 
accommodated by monetary policy, the effect on the money supply was limited 
by the expanding current account deficit and increased sales of Government 
bonds. An important factor was the improved terms for the Government's so- 
called inflation proof bonds, a device offering a 2 percent real return on 
investment with minimal tax payable. The increasing popularity of these 
bonds has meant that the Government has not had to monetize the larger part 
of the internal budget deficit. On the other hand, the bonds have forced 
financial institutions to raise their deposit rates in order to compete; 
this in turn has caused something of a credit crunch among finance houses 
because lending rate controls were reimposed by the Government at the end of 
1981 in order to inhibit the upward trend in interest rates. One con- 
sequence is that finance houses have been reducing their lending to the 
business sector because they can get a higher return from consumer loans. 
The government bond sales could, therefore, have a "crowding-out" effect on 
productive investment in the medium term. 


Closer Economic Relations: The Government is firmly committed to closer 
economic relations (CER) with Australia, but many substantive details have 
still to be agreed upon, and the date for implementing CER continues to 
slip. The New Zealand Government continues to be hopeful that the new trade 
arrangement with Australia can begin in 1983. 


Exchange Rate: Under the crawling peg exchange rate system, the New Zealand 
dollar continues to decline against the U.S. dollar by about one half of 1 
percent a month. It is anticipated that this downward trend will continue 
during 1982 at about the same pace, as the rate of depreciation seems to be 
running closely parallel to the rate of inflation. 


BALANCE OF PAYMENTS 


New Zealanders might share the feelings of Alice in Wonderland, who found 
that it took all the running she could do just to stay in one place. In 
1981, New Zealand continued to show progress in export market growth and 
diversification, despite depressed international markets. Export receipts 
were up by 12 percent. Animal products still accounted for over two-thirds 
of export earnings, but for the first time, receipts for manufactured 
products exceeded those from wool. Although imports were also up (by 16 
percent), New Zealand still achieved a trade surplus of $811 billion, only 
slightly lower than in 1980. Unfortunately, invisible payments again 
swamped invisible receipts, leaving a services deficit of $1.75 billion. 


2/mM3 includes the currency in circulation, all checking accounts all 
passbook savings, smaller certificates of deposits ($100,000 and under), 
plus large denomination time deposits at all depository institutions and 
term R.P.'s at commercial banks and saving and loan associations and 
balances of institutions-only money market mutual funds. 





Overall the current account deficit grew to $953 million last year ($549 
million in 1980). The current account deficit was more than off- set by 
developments in the capital account, with an increase of over $900 million 
in foreign borrowings (largely government borrowing to finance the 
large-scale energy products). New Zealand therefore ended the year in an 
improved foreign reserve position despite current account deterioration. 


For the 1982/83 year, modest increases in import volumes will exceed lesser 
export increases, so that some further deterioration of the New Zealana 
current account is likely. With little improvement in terms of trade, the 
external sector is expected to constrain New Zealand's econcmic growth in 
1982 as domestic credit tightens. By 1983/84 hcwever, given stable oil 
prices and some recovery in the economies of its major trading partners, New 
zealand can perhaps look forward to a resumption of modest (2 to 3 percent) 
real growth. 


THE LONG TERM VIEW 


New Zealand celebrated the 100th anniversary of its economy this year. In 
1882, New Zealand shipped its first load of frozen meat to England, thus 
becoming a factor in the world meat market. With construction of the 
gas-to-gasoline plant and Marsden Point refinery under way; with decisions 
having been taken to expand the steel plant and electrify the railroads; 


and with studies of downstream petrochemical projects and exploitation of 
coal and lignite reserves proceeding, New Zealand has passed another turning 
point in its economic history. Increased industrial investments based on 
energy resources are beginning to have an effect on growth, and by 1985 New 
Zealand should be well on its way to a substantial degree of energy and 
balance-of-payments self-sufficiency. 


Further down the road, from about 1990 onwards, production from the 
country's forests will increase four- to five-fold. The fishing industry is 
also being modernized and expanded. New Zealand is a highly efficient food 
supplier, with the potential to increase output as marginal areas are 
brought into production. Over the long term, these are all areas in which 
New Zealand has what the world will increasingly need. These developments 
will, of course, require mammoth capital investments, and New Zealand in 
recent years has been entering foreign capital markets in a big way. While 
this could result in some painful medium-term debt servicing, the long-term 
impact on the balance of payments and the New Zealand economy should be 
positive. 


The extent to which New Zealand can benefit from these developments in the 
long run will depend, however, on the continuation of the hitherto halting 
efforts to loosen government controls and encourage more reliance on market 
forces. The long-term strength of the New Zealand economy will be greatly 
influenced by the pace at which reforms toward a more open and competitive 
economy are implemented. 





PART B: IMPLICATIONS FOR UNITED STATES BUSINESS 


EXPORT OPPORTUNITIES FOR U.S. PRODUCTS 


In the general election held in November 1981, Prime Minister Muldoon's 
National Party was returned to office. Following the election victory, the 
Government has moved to implement its "think big" development strategy for 
New Zealand. This strategy calls for economic development through a series 
of major projects, and several have been given final approval in the past 
few months. 


The Government has approved the construction of the world's first natural 
gas-to-gasoline plant using a catalytic process developed by Mobil Oil 
Company and the natural gas from New Zealand's extensive Maui gasfielda. The 
contract between Mobil and the New Zealand Government was recently signed, 
and the project is planned for completion in 1985. This project will enable 
New Zealand to produce half of its currently imported motor fuels. 


In addition to several natural gas-based resource projects, the Government 
has approved an expansion of New Zealand's only oil refinery at Marsden 
point near Whangarei. The new expanded plant will be able to handle heavier 
types of crude oil, allowing New Zealand to import oil from a wider range of 
suppliers and reduce dependency on the Middle East. It will also allow the 
production in New Zealand of fuels such as aviation gasoline that are 
currently imported. 


The long projected expansion of New Zealand Steel's Glenbrook plant which 
produces steel from New Zealand's iron sand deposits has been approved and 
is currently undergoing preliminary engineering studies. The national 
railways has also recently announced that the main trunk line on the North 
Island between Wellington and Auckland will be electrified in a project 
expected to be completed in 1985. 


The most controversial project, the second aluminium smelter, has been 
postponed for further study following the withdrawal of a major overseas 
partner. New Zealand and Australian partners are looking for a replacement 
and indicate they will go ahead with the project if a partner can be found, 
despite the current depressed world market for aluminium. 


The major construction projects should stimulate demand in New Zealand for 
construction equipment, process controls, and machine tools. Potential 
exporters should note that the majority of investment in these areas is 
being planned now so demand will peak in the next year with a slacking off 
later as purchasing decisions are made. The major projects will offer 
opportunities, but exporters must move quickly if they hope to take 
advantage of them. 


The New Zealand Government is actively encouraging foreign investment which 
will provide import substitution, expand export production, and/or create 
jobs. The Department of Trade and Industry has an Investment Unit which 
provides potential overseas investors with information on investment in 





New Zealand as well as lists of New Zealand firms seeking foreign investment 
or joint venture partners. U.S. firms had investments totaling US$579 
million in 1980; this total will be greatly increased as a result of Mobil's 
25 percent share in the synthetic gasoline project. 


New Zealand appreciates that it must increase industrial sector output if 
the economy is to grow and continue to provide New Zealanders with their 
traditional high standard of living. Investment by both the Government and 
the private sector is the key to this growth. Planned capital investment in 
a number of sectors over the next few years should provide buoyant markets 
for a wide range of industrial goods used in those industries. 


Efforts to strengthen the export sector should see increased investment in 
industries such as forestry, fishing, and food processing as New Zealand 
seeks to replace its primary commodity exports with manufactures based on 
these products. For example, the Government hopes to see exports of sawn 
timber, newsprint and furniture components increase while log exports drop, 
steel exports replace iron sand, and carpets and other products replace wool 
exports. The emphasis on expanding processing industries will create a 
demand for the machinery needed in these industries. 


The New Zealand market is competitive, but American products are well known 
and enjoy a good reputation. For innovative, competitive exporters New 
zealand can be an excellent market. 


U.S. sales to New Zealand in 1981 exceeded US$1 billion for the first time. 
For the trade year ending June 1981, the United States moved into second 
place (behind Australia) in the New Zealand market, with a market share of 
17.2 percent. 


SPECIAL MARKET CONSIDERATIONS 


New Zealand tariffs apply equally to all countries with some exceptions. 
Canada enjoys preferences on a very few items. The United Kingdom con- 
tinues to enjoy a preference on automobiles. Australia enjoys preferences 
on a wide range of products. The Australian preferences may substantially 
increase if current talks on greater economic cooperation between New 
zealand and Australia conclude in a formal agreement. In addition, New 
zealand gives developing Pacific Island nations preferential access to the 
New Zealand market on most items. Other developing countries also enjoy 
preferences under the United Nations Generalized System of Preferences. 


New Zealand maintains an import licensing system which has been in force 
since 1938. As a general rule, this system restricts and sometimes prevents 
imports of goods when comparable products are being made, or could be made, 
in New Zealand. The Government is moving slowly to liberalize the import 
licensing system but approximately 25 percent of goods imported into New 
Zealand remain subject to import licensing. Licensing applies primarily to 
a wide range of finished goods including most consumer goods. Raw 
materials, intermediate products, and machinery can usually be imported with 
few restrictions. 








